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• RGGI contracted with leading experts on 
auction design to write report
– Bill Shobe & Charlie Holt, UVA
– Dallas Burtraw & Karen Palmer, RFF
– Jacob Goeree, CA Institute of Technology 

Introduction
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• Oil lease auctions
• Timber auctions by the Forest Service
• Treasury bills
• Electric power wholesale generation
• British mobile-phone license auctions
• US FCC radio spectrum auctions
• US EPA SO2 allowance auctions
• VA NOx allowance auctions
• Ireland CO2 allowance auctions

Significant Literature/Experience 



Auction Design Study 
Recommendations
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• The clearing price for the auction being the 
value of the highest rejected bid.

• Familiar to the electricity sector, as it is the 
auction form used in most Independent 
System Operator (ISO) electricity auctions.

1. Uniform-Price Auction Format
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• Less conducive to collusion.
• Possibly will stagger regular & forward 

auctions 2 weeks apart to allow reaction/ 
planning between auctions.

2. single-round, sealed-bid format
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Example Bidding Strategies

0100,000$4.00
050,000$5.00
050,000$6.00
025,000$7.00
025,000$8.00
025,000$9.00
025,000$10.00
GRE/NELPSNHBid
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Example Bidding Strategies

200,000500,000$2.00
175,000400,000$2.25
150,000300,000$2.50
125,000250,000$2.75
100,000200,000$3.00
50,000150,000$3.25
25,000100,000$3.50
GRE/NELPSNHBid
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What if?

Next auctionNext auction
Bid higherBid higherIf $3+, then
375,0001,250,000Est. need

$1.50 reserve
825,0002,200,000$2.00
175,000750,000$3.00
0300,000$4.00
GRE/NELPSNHClearing Price



10

Estimated Quarterly Need
(2006 Emissions/4)

1,259,644PSNH

286,353Newington Energy

346,224Granite Ridge 

Emissions (tons)Company
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3. Separate auctions for distinct vintages

• 3 year compliance period with yearly vintages, can 
be extended to 4. 

• Since the yearly vintages in different compliance 
periods are not identical assets, due to different years 
of allowable use, they should be sold separately.

• Conversely, yearly vintages in same compliance 
periods are identical.
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4. Quarterly auctions

• This schedule provides the benefits of periodic 
price discovery and enhanced liquidity without 
interfering with the performance of a secondary 
market.
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5. Allowances 4 years in advance

• Auctioning future vintages in advance should 
assist generators in their planning for future 
investments.
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2009 Regular Auction
(edited by NH DES to exclude 2008)

25%#42009

25%#32009

25%#22009

25%#12009

% AuctionedQuarterVintage
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2009 Forward Auction
(edited by NH DES to exclude 2008)

12.5%#42013

25.0%#32012

28.5%#22011

33.2%#12010

% AuctionedQuarterVintage
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2010 Regular Auction
(edited by NH DES to exclude 2008)

16.7%#42010

16.7%#32010

16.7%#22010

16.7%#12010

% AuctionedQuarterVintage
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2010 Forward Auction
(edited by NH DES to exclude 2008)

12.5%#42014

12.5%#32013

12.5%#22012

14.3%#12011

% AuctionedQuarterVintage



18

2011 Regular Auction
(edited by NH DES to exclude 2008)

14.3%#42011

14.3%#32011

14.3%#22011

14.3%#12011

% AuctionedQuarterVintage
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2011 Forward Auction
(edited by NH DES to exclude 2008)

12.5%#42015

12.5%#32014

12.5%#22013

12.5%#12012

% AuctionedQuarterVintage
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6. A reserve price

• Announced publicly, except maybe not first 
auction.

• Interacts with other aspects of program 
design.

• No bids for allowances accepted if bid price 
falls below reserve price.



21

7. Unsold Allowances
• Due to insufficient demand above any reserve price
• Option #1:  Roll unused allowances into 

contingency reserve account; not released until 
future auction closes above a specified value (e.g., 
first offset trigger price); contingency reserve 
account helps minimize large fluctuations in prices

• Option #2:  Roll into the next auction.
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7. Unsold Allowances (continued)
• UCS proposes Option #1: Rolled into contingency 

reserve account; allowances not released until 
future auction closes above Stage 2 offset trigger 
price ($10 adjusted for inflation).

• ISO-NE proposes Option #2: Detailed formula for 
rolling into future auctions.
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8. Lot Size

• Minimum of 1,000 allowances. 
• Reduces administrative costs and bidding costs 

without placing significant burdens on bidders.
• The lot size should not be so large that it limits
participation in the auction.
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9. Open Auctions; 33% limit
• Anyone meeting financial prequalification, but 

no one able to purchase > 33% of the allowances 
for sale in any auction (equal to 4% of available 
allowances for any vintage year after 2011).

• Enhances competition; limits risk of collusion.
• Raises cost of using auction to corner market
without placing too stringent a restriction on what       

generators can purchase.
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10. Accepted bids
• Treated as binding contracts.
• Bidders must provide strong financial 

assurance to cover the value of any bids.
• No bids above financial assurance levels 

allowed for any bidder.
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11. Joint & Uniform Auctions
• Allowances completely identical, regardless 

of state of origin.
• All contract & enforcement terms identical for 

all allowances.
• Helps keep transaction costs & prices low.
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12. Market Monitoring
• Take advantage of existing monitoring 

activities by federal & state agencies & others.
• Coordinate with FERC, EPA, ISO-NE, & 

Commodity Futures Trading Commission 
(CFTC) in designing criteria for detecting 
market manipulation & for sharing of info 
regarding the performance of the market.
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13. Disclosure to Regulators
• All participants required to disclose “beneficial 

ownership” of any allowance holdings (i.e., 
disclose party sponsoring or benefiting from the 
agent’s activities in the allowance market if other 
than themselves or their immediate employer). 

• Currently not required in EPA’s System.
• Information is proprietary & kept confidential.
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14. Disclosure to Public
• Auction clearing price.
• Identities of winning bidders.
• Quantity obtained by each winning bidder. 
• The actual value bid by each auction 

participant should not be disclosed. 
• Information about losing bidders should not 

be disclosed; ISO-NE disagrees. 
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15. “Statement of Intent”
• Auction goals identified in “Statement of 

Intent.”
� Goals range from overall environmental 

integrity to specific behavior in the 
allowance market (see next slide).

• All participants required to acknowledge that 
statement and agree not to undermine goals.
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Goals
• Low administrative costs, low transaction costs for bidders;
• Fair, transparent, & understandable to participants and the public;
• Economically efficient (i.e., getting allowances to those who value them the 

most);
• Avoiding collusive behavior by bidders & providing good signals about 

market prices;
• Helping to minimize price volatility;
• Raising reasonable revenues from the sale of a valuable public asset; 
• Compatible with existing electricity and energy markets.
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16. Evaluation
• Evaluate the performance of the auction on an 

ongoing basis as part of administrative 
oversight of the program.

• Currently seeking/accepting bids for an 
auction contractor to administer auctions and 
tracking system.
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Measures to Reduce Risks
• Price triggers for increased offsets use.
• 3 yr. compliance period, can be extended to 4.
• Allowances may be banked for future use.
• State can withdraw from MOU at any time.
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Final Comment
• “Many believe government’s role should be to set 

up the program, make sure the rules are in place 
to allow industry to build the projects to meet the 
goals, and then let the market provide the signals 
for investment.” – Argus Air Daily 11/14/2007 
article “EMA: Let the markets do the work”


